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PANAMA KEY ECONOMIC INDICATORS 


(All values in $ Millions except as noted). Exchange Rate: US $1.00 
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INCOME, PRODUCTION, EMPLOYMENT Change 1978 (Qtr) 


GDP at Current Prices 

GDP at Constant (1960) Price 

Per Capita GDP, Current Prices ($) 
Industrial Production 

Bananas (million boxes exported) 
Crude Oil (million bbls. processed) 
Construction (permits-Panama City) 
Unemployment Rate (Z) 
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BANKING, PRICES 


Bank Credit Outstanding (12/31) 
Domestic 
Foreign 
Total Bank Deposits (12/31)* 
Demand, Domestic 
Demand, Foreign 
Time/Savings, Domestic 
Time/Savings, Foreign 
Wholesale Price Index (1961=100) 
Consumer Price Index (1975=100) 
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FUNDED PUBLIC SECTOR DEBT 


Total: 
Outstanding (12/31) a(R 293 
(External) ** eb (28% 
Annual Debt Service oF 54% 
Central Government Only: 
Outstanding (12/31) . 3). 225 
(External) ** IR IAZOX 
Annual Debt Service i ne 2d 
as % Current Revenues z <a Ae 


BALANCE OF PAYMENTS AND TRADE 





Current Balance 9 
Trade Balance 0 
Exports, FOB 2 

US Share (%)*** 9 
Imports, FOB 9 

US Share (%)*** Ps 5 
Gross Flow to Panama from Canal Zone 243.42 


ZOOL. 


*Excludes domestic and foreign inter-bank deposits. 
**Distinction quite meaningless since use of US dollar as currency 
means that all debt must be serviced with dollars earned, saved or 
borrowed. 
***Includes Puerto Rico and Canal Zone. 
**k*Wages paid Panamanians, other goods and services purchased, transfers. 





CURRENT ECONOMIC SITUATION AND TRENDS 
SUMMARY 


There is no solid evidence yet that Panama's 4 year old 
recession has come to an end, despite Treaty ratification 
early last year. The outlook for 1979 has clearly 

improved, however, with scattered signs of an early up- 

turn appearing, along with the determined effort of Panama's 
newly-elected government (October 1978) to gain the 
confidence and support of the private sector in turning 

the economy around. Other major concerns right now are 

the government's deteriorating financial situation, especially 
its massive debt, and how it will handle the railroad, 

port and other responsibilities it assumes next October l 
under the new treaties. Nevertheless, the changeover opens 
up new opportunities for foreign exporters and investors in 
the planned development and expansion of resources being 
turned over to Panama. 


RECESSION CONTINUES AMIDST SIGNS OF EARLY UPTURN 
According to major indicators, economic activity did not 
accelerate in the third quarter as expected after the 
treaty ratification. Overall manufacturing activity 

was below its pace of a year ago as well as the first 
half of 1987. While the value of imports continued to 
rise, exports were unchanged, which indicated a further 
decline in real terms. While the GOP does not compile 
quarterly data on total private investment, the general 
view is that little overall change has taken place in 
recent months. On the other hand, construction permits 
continued to rise somewhat from the extremely depressed 
levels of the past couple of years. Also there were 
reports of rising employment, although any gains would have 
been slight since the GOP's year-old emergency employment 


program is still operating at its earlier high level. 
Tourism and offshore banking activity continue to expand. 


Panama's short term economic outlook has clearly improved. 
Actual construction activity probably picked up during the 
fourth quarter, particularly medium and higher priced 
residential housing and commercial construction, since short- 
ages have appeared recently in these categories following 
years of surpluses. Higher consumer goods imports and 

tax collections on consumer goods in recent months suggest 
that consumer buying has also started to rise. These 
developments should give a boost to manufacturing output and 





lead to an overall improvement in employment and the general 
pace of economic activity. 


Even with a significant fourth quarter gain, Panama's gross 
domestic product (GDP) for entire 1978 will probably 

show no more than a 1-2 percent increase over 1977. For 
1979, the improvement should be somewhat greater. 


1979 BUDGET INCREASED FOLLOWING GOOD 1978 PERFORMANCE 


The government's overall expenditure budget for 1979 was 
increased by 7.6 percent to $848 million, about one-third 

of Panama's estimated gross domestic product (GDP). However, 
all of the increase goes for central government operating costs, 
up 17.4 percent to $453 million, the same as projected revenues, 
with the public sector investment budget (central government 
plus autonomous agencies) remaining near the $400 million 

level of the past 3 years. Another substantial boost 

in interest costs is budgeted for this year, plus some pre- 
implementation and other "start-up" costs of the new treaties 
such as added personnel and new equipment costs. There are 
also selected salary increases but no expansion of normal 
Ministerial activities or services, leading the GOP to label 
the 1979 budget “austere." Revenue growth is expected to 

come mostly from increased income tax collections, but with an 
estimated $12 million of the increase from initial Canal 
receipts under the new treaties (October-December 1979). The 
level of public sector investment remains unchanged for 1979, 
which means that there will be a further decline in real terms 
(probable 7-9 percent rise in the 1979 price level). 


The GOP must again line up foreign credits somewhat in excess 
of this $400 million level to cover both amortization and new 
investment costs, since public savings in Panama are routinely 
low and domestic financing sources rather limited. A short- 
fall would curtail outlays and constitute a setback to the 
government's current efforts to stimulate economic recovery. 
Heavy foreign borrowing last year boosted public sector debt 
by $570 million to $2.4 billion at year end 1978, or roughly 
the size of Panama's GDP. Principal and interest payments 
rose sharply to almost $400 million -- $190 million for only 
that portion of debt held directly by the central government 
or 49 percent of its ordinary revenues. These are 

extremely burdensome levels by international standards. 


ALASKAN OIL BOOSTS CANAL TRAFFIC 


Canal traffic increased in 1978 (U.S. FY: 10/77-10/78) mainly 
from the movement of Alaska North Slope oil to the U. S. 





East Coast, which reached significant levels during the 

FY 78 second half. Compared to FY 1977, ship transits were 
up by 6.5 percent, tonnage by 15.9 percent, and toll revenues 
by 18.8 percent. This increased second half pace has held 

up although there have been no further gains. Consequently, 
Canal Company employment picked up slightly (Panamanian only) 
to handle the increased traffic load. 


1978 A GOOD AGRICULTURAL YEAR 


1978 was the second good year in a row for Panamanian 
agriculture. A record rice harvest was sufficient to generate 
a small exportable surplus and higher output of both corn and 
beans virtually covered domestic requirements. Also, the 
increased 1978 sugar crush led to record exports of 124,000 
metric tons (all to the U.S.) compared to 114,000 in 1977, 
thanks to an emergency increase of 50,000 tons in the Inter- 
national Sugar Agreement (ISA) export quota for Panama of 
90,000 tons. Panama has upped its request for an emergency 
increase to 100,000 tons for 1979. Beef production, on the 
other hand, declined in 1978 creating shortages in the 
domestic market, upward price pressures, and a prohibition on 
exports. There is little chance of early improvement since 
herds need building up and the GOP attempt to keep the lid 

on prices will also tend to hold back supplies. Some beef 
imports are a real possibility for 1979. Panama exported 
about 33 million boxes of bananas last year, 10 percent 

above 1977, which boosted earnings above 1977's $66.5 million. 
Bananas remain Panama's leading export; however, no 
significant expansion is expected in the foreseeable future. 


Panama's 1978 fish catch was down -- both shrimp and sardine 
types. The latter dropped by 49 percent, which was not 

totally surprising since year-earlier landings had taken 

an unusually sharp jump. Lower valued shrimp continue to account 
for a larger proportion of the total shrimp catch. However, 
these overall declines at sea should both encourage a shift 

to more productive fishing units and a heightened interest 

in aquaculture. Coupled with brackish-water shrimp trials 

will be efforts to grow oysters and lobster in coastal waters, 
and inland experiments with weed-~eating carp and fresh-water 
trout, the latter liable to a ready market in Panama's 

luxury hotels and resorts. Tuna activity will largely depend 
upon successful international arrangements for the Eastern 
Pacific fishery, with the new deep-sea fishing port of 
Vacamonte being directly affected. 





NEW GOVERNMENT FACING DIFFICULT ECONOMIC ISSUES 


A newly elected government took office in October 1978 

with Dr. Royo, former Minister of Education, as President 
and former Head of Government General Torrijos choosing to 
hold only the position of Chief of the National Guard 
(Armed Forces). The new government is now grappling 

with some basic economic issues which have been creating 
uncertainties over the medium and long term outlook, as 
well as seeking ways to give an immediate lift to private 
investment, employment and income. It faces an early 
decision on whether or not, or when, to proceed with the 
$1.5 billion Cerro Colorado mining venture (assuming that 
substantial foreign financing could be lined up). The 
problem of a huge public debt -- mostly foreign held -- 

has been recognized, and its management has become a matter 
of growing concern by the new administration since the 

flow of foreign loan funds into Panama at current or higher 
levels must be maintained. The government also clearly 
recognizes the predominant role of private investment in 
determining Panama's economic future and has undertaken 

to assure the private sector of government's cooperation, 
to seek private sector advice, and to enlist private sector 
support in a joint effort to set the economy on a long 

term economic expansion path. One means through which an 
improved government/business dialogue is to take place is 

a newly formed Economic Advisory Council, composed of 
representatives of business, labor and agriculture. The 
Council is to study and make recommendations to the government 
on basic economic policy issues. Already slated for early 
review are the government's overall tax policy and structure, 
the existing Labor Code, and the current operations and 
future role in the economy of government enterprises. 


There also has been a natural GOP preoccupation with plans 
and preparations for treaty implementation, which takes 
effect next October. The government's priority concern is 
to minimize the difficulties of taking on its new 
responsibilities and managing the new assets it will 
receive under the treaties, especially the ports and 
railroad. Progress in pre-implementation planning has been 
substantial, however, and a mood of cooperation and 
determination has pervaded the efforts of both Panamanian 
andU.S, officials directly involved. 


IMPLICATIONS FOR THE UNITED STATES 


With the October 1 date for the Canal turnover fast 
approaching, Panama's government has focused on detailed 





plans for integrating the Canal Zone into the nation's 
economy. Existing port and railway facilities will be 
expanded to meet new commercial demands, including increased 
containerization; also, certain existing workshop and 

office facilities in the Zone will be converted to bonded 
processing and other light industry activities largely 
dedicated to export. Expansion of the Colon Free Zone 
already is underway, with a reported 200-plus firms 

in line for the added space. Assumption of control of most 
of the Canal corridor will add new interest to developing the 
roadless and sparsely populated Atlantic coast. 


Reflecting these developments and the revival of Panama 
City's luxury housing market, top prospects for U,§,equip- 
ment and related services are in the building and heavy 
construction fields. Liberalized import rules have 
stimulated imports of U.Ssmade, medium-sized cars, with a 
consequent demand forU.S,automotive equipment. As Panama's 
farmers recover from the 1976 drought year, new demand is 
emerging for irrigation gear, machinery for rice and 

cacao production, and feed systems (using bagasse in some 
cases), particularly for hogs. Like agriculture, aquaculture 
projects receive strong support from UN agencies and 
international funding institutions. Forestry trials in the 
Darien, if successful, should prompt a shift from selective 
logging by small operators to a more modern forest- 

products industry. A decision this spring to proceed with 
the huge Cerro Colorado copper development would accelerate 
exploitation of Panama's impressive hydro-electric potential, 
and create a major opportunity for sales or leasing of mining 
equipment. 


Panama's continual expanding role as a banking center and 
regional headquarters site, as well as a civil aviation 

and shipping hub, will bring new demands for sophisticated 
business and communications -- particularly data 
communications -- equipment. Growing tourism and convention 
activity likewise will require up-to-date booking systems, 
as well as hotel and food-service hardware and supplies. 


The Department of Commerce will send an agriculture machinery 
seminar mission to Panama and two other Central American 
countries in September 1979, and a similar mission on 
building and construction equipment and supplies in July 1980. 


As Panama's authorities attack the particulars of exploit- 
ing both Canal Zone and up-country opportunities for new 
industries and the attendant job creation, they doubtless 





will seek the specialized expertise of consultants. 
InterestedJU,.S,firms should keep in touch with developments 
through the National Finance Corporation (COFINA), 
Apartado 6-2191, El Dorado, Panama, R. P., whose officials 
have provided the following list of projects: 


a. Under preliminary consideration: Shipyards. 
b. At pre-feasibility stage: Antibiotics, dry- 


cell batteries; adhesive tape; semi-precious stones; 

pencils; water meters; particle board; synthetic resins; 
glucose and dextrose; ventilators and stoves; fishing 

fleet support industries (at the new Vacamonte fishing port); 
cashew production; fertilizers; liquid aldehydes; fish 

and shellfish processing; shark products. 


Ge Under feasibility study: Steel foundry; dispos- 
@ble syringes and hypodermic needles; battery cases; soy- 
@ean products; lemons; annatto; processed coffee. 


*% U.S. GOVERNMENT PRINTING OFFICE 1979—281-058/83 














